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Seventh Annual AICPA Business and Industry Hall
of Fame Award
The process of nominating inductees
into the AICPA Business & Industry
Hall of Fame Awards has begun. As
always, the AICPA and will honor those
business and industry CPAs whose ded
ication to excellence is unparalleled by
others in the industry. If you know a strategic
CPA worthy of this honor, use this exciting
opportunity to nominate them.
Ajilon Finance, accounting and finan
cial staffing firm, continues to sponsor the
Hall of Fame Awards program. The AICPA
Business & Industry Hall of Fame honors
CPAs who demonstrate strong business
ethics, lead by example and commitment,
provide insight and vision using knowledge
of broad business issues, and inspire and
motivate others to excellence. Hall of Fame
candidates understand business beyond the
numbers to effectively manage shareholder

and customer expectations within
their organizations to meet the chal
lenges of today’s dynamic market
conditions.
Each year, we take a close look at
each nominee and choose up to five
individuals who we feel best represent the
winning spirit of today’s strategic CPA. The
ceremony to honor the best in the industry
will take place at the AICPA Fall Business &
Industry Conference in New York on Oct. 28,
2005 at the Marriott Marquis Hotel.
If you know a deserving CPA, you can
nominate him or her online. The deadline for
nominations is Aug. 31, 2005. For a nomina
tion form or additional information:

awards

www.aicpa.org/halloffame

212/596-6157

2005 AICPA Controllers Workshop
Take control of your leadership role with enhanced decision-making skills. The AICPA
Controllers Workshop is revered as one of the most popular events and is an excellent oppor
tunity to get the professional training you need to develop your role as a key corporate deci
sion-maker. The workshop will be held in Las Vegas at the Bellagio Hotel, July 21-22,2005.
Through hands-on workshops, informative group discussions and lectures as well as
stimulating question and answer dialogue, this two-day conference provides the perfect
platform for creating innovative solutions and strategic approaches to your day-to-day chal
lenges. You can network with controllers from around the country, get expert guidance from
respected leaders and roll up your sleeves in applied learning sessions to gain the ultimate
leadership skills needed to enhance your career.
As the reigning resort in Las Vegas, the Bellagio is the quintessential leader in its
industry. You will experience the best in luxury, excitement, beauty, relaxation and more.
There’s nothing ordinary about this resort from its award-winning cuisine, unmatched
shopping and entertainment, world-class accommodations and renowned day spa and is
sure to exceed your expectations. You can also enjoy the festivities surrounding Las Vegas’
100th birthday party. For more information:
https://www.cpa2biz.com/CS2000/Products/CPA2BIZ/AICPA+Controllers+
Workshop.htm
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Sarbanes-Oxley
survey Compliance Costs Exceed
Estimate
According to a recent survey by Financial Executives
International (FEI), public companies have had to dig even
deeper than previously estimated to pay the costs of complying
with Section 404 of the Sarbanes-Oxley Act. Companies’ total
costs for year one Section 404 compliance averaged $4.36 mil
lion, up 39% from the $3.14 million they expected to pay, based
on FEI’s earlier July 2004 cost survey. The increase stems largely
from a 66% leap in external costs for consulting, software and
other vendors and a 58% increase in the fees charged by external
auditors.
Mar. 16 being the general deadline for public companies to
complete an assessment of their internal controls over financial
reporting, FEI recently surveyed 217 public companies with
average revenues of $5 billion to gauge Section 404 compliance
costs. Their total cost of compliance averaged $1.34 million for
internal costs, $1.72 million for external costs and $1.30 million
for auditor fees. The auditor fees are in addition to companies’
financial statement audit fees, on average 57% higher. (See table
for a comparison of actual costs to previously estimated costs and
the FEI Web site for more details.)

www.fei.org
Companies Say Costs Exceed Benefits

Just over half, 55%, of companies surveyed believe Section 404
gives investors and other external audiences more confidence in a
company’s financial reports, and 83% of large companies (over
$25 billion) agree. Significantly, however, 94% of all respondents
said the costs of compliance exceed the benefits.
In general, companies applaud the added focus on internal
controls, but many respondents believe that the level of detail

AICPA
required is impractical and bureaucratic. “The spirit was right
on,” wrote a respondent. “However, the execution to the level of
detail that was required was much more than necessary.”
“Now that we’ve gone through the first run of this mammoth
compliance effort, it’s time to review what we have learned and
identify ways to improve the annual assessment process going
forward,” said Colleen Cunningham, President and CEO of FEI.
“Essentially, Section 404 is well intentioned, but the implementa
tion effort is guilty of over-kill.”
Back to the Future

When asked about Year Two costs, 85% of respondents said they
expect non-auditor expenditures to decrease (by an average of
39%), and 68% said they believe the costs of their primary audi
tor will also decrease (by an average of 25%).
In order to improve the effectiveness and efficiency of the
Section 404 process, companies identified the following top rec
ommendations (more than one answer permitted):
• Allow for a more risk-based audit approach (71 %)
• Reduce degree of documentation (66%)
• Provide flexibility for remediating control problems in Q4
(60%)
• Increase judgment allowed in aggregating deficiencies (55%)
• Permit roll-forward procedures (54%)
About Sarbanes-Oxley Section 404

Section 404 requires each company’s annual report to contain (1)
a statement of management’s responsibility for establishing and
maintaining an adequate internal control structure and procedures
for financial reporting; and (2) management’s assessment, as of
the end of the company’s most recent fiscal year, of the effective
ness of the company’s internal control structure and procedures
for financial reporting. Section 404 also requires the company’s
auditor to attest to and report on management’s assessment of the
effectiveness of the company’s internal controls and procedures
for financial reporting.

Year One Costs of Sarbanes-Oxley Section 404 Compliance
Mar. 2005

Estimated in July 2004

Estimated in Jan. 2004

Internal Costs*

$1,337,935

$1,283,385

$613,250

External Costs

$1,716,987

$1,037,100

$732,100

Auditor Attestation Fees

$1,301,050

$823,200

$590,100

Total

$4,355,972

$3,143,685

$1,935,450

* Internal costs assumes full-time professionals (at 2,000 hours per year) at a compensation rate (salary plus benefits) of
$100,000 per year.

Published for AICPA members in business and industry. Opinions expressed in this CPA Letter supplement do not necessarily reflect poli
cy of the AICPA.
Pamela Green
John Morrow
Ellen J. Goldstein
supplement editor, project manager
Vice President, New Finance
CPA Letter editor
212/596-6085
212/596-6034; fax 212/596-6025
212/596-6112
e-mail: pgreen@aicpa.org
e-mail: jmorrow@aicpa.org
e-mail: egoldstein@aicpa.org
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The CPA's Guide to Wall Street Lingo
By Kevin W. Taylor, CPA, Controller, Jewish Community Foundation
The accounting profession is known for its
cryptic acronyms. Our speech is littered
with utterances such as FASB, SFAS, FIFO
and the like. Recently, I was exposed to a
language that left me as confused as my
non-CPA colleagues. It was the language of
Wall Street.
I was hired as the controller for a non
profit foundation with an impressive portfo
lio of investments. Having been a profes
sional for 15 years, I knew my way around
a set of financials. But the vocabulary of the
trustees and consultants was quite unfamil
iar. I heard words such as beeps, churning,
alpha, beta, soft-dollar fees, passive vs.
active. Later, I discovered that while such
terms are unique to the institutional invest
ment world, they are not necessarily com
plex. For the CPA, a basic understanding is
important to properly account for invest
ment activity. Most of these terms relate to
one of two areas: investment style and fees.
Investment Style

In spite of all the theories promoted, there
are really only two basic investment styles:
active and passive. Passive investing com
monly means index investing, buying funds
that mirror the holdings of an index, such as
the S&P 500. Investors that are content
with “beta,” which is the expected return
given a certain level of risk, often choose
passive index investing.
Active investing, on the other hand, is
a whole other world. Active investing is
conducted by professionals who research
stocks and decide when to buy, sell or hold.
Active investing promises “alpha,” that is,
earnings above and beyond the commonly
expected return given a certain level of risk.
To be worthwhile, of course, the alpha
return must be greater than the additional
fees associated with this type of investing.
Active investing also includes a hardto-define segment of the financial markets
called hedge funds. These are investments
distinguished by the use of derivatives and
borrowing to achieve higher returns, along
with higher risk. Hedge funds fall under an
umbrella sector called “alternative” invest
ments, which can also include real estate
and private equity.

Investment Fees

Discussions on fees are often chock-full of
buzzwords. In the institutional investment
arena, there are two basic types: manage
ment fees and commissions.
Management fees are charged by the
firm holding the securities. In the case of
passive investing, such fees are very low,
usually less than 15 basis points (15/100th
of 1%) annually. Basis points are often
abbreviated “bps,” which gave rise to the
term “beeps.” Active investing can result in
much higher beeps, ranging from around 40
bps to over 100 bps (1%).
Commissions are the most difficult
expenses to track. Normally treated as cost
of sales, commissions are often buried in
the investment statement as an adjustment
to the sales price. The CPA should demand
an accounting of commission expenses on a
regular basis to calculate their affect on the
portfolio. A manager with a high stock
turnover rate, coupled with a high commis
sion rate, can significantly impact perfor
mance. The practice of excessively selling
and buying securities to drive up commis
sion revenue is called “churning.” Here is a
tip: When negotiating the management fee,
also negotiate the commission rate. Then
closely monitor the commissions to make
sure the manager is following through with
his or her end of the deal.
Consultants

The use of consultants is common in the
institutional investment world. The consul
tant’s duty is to oversee the portfolio, calcu
late performance, and suggest changes to
the overall asset mix. Consultants are com
pensated in one of two ways: fee-based
contracts, and “soft-dollar” arrangements.
Fee-based consultants, like fee-based
financial planners, offer their services for a
set fee, either expressed as a flat dollar fig
ure or a percentage of the portfolio’s value.
Because the consultant is compensated
independent of the type of investment or
manager used, such advice is commonly
viewed as the most objective.
“Soft-dollar” agreements, on the other
hand, specify that the consultant is not
directly paid by the client but is compen

sated as a by-product of the investing
process. For example, the consultant may
provide free advice as long as his firm
receives all the commissions of the portfo
lio. Naturally, such advice is not viewed as
completely objective, since the consultant
benefits each time a sale takes place.
However, this model can work well for
smaller institutions using honest, conscien
tious consultants.
So when the boss stops by your office
and says, “Check out this new investment
manager and let me know the beeps
involved, their churning ratio, and the alpha
they expect to provide over beta,” you will
know exactly what she means. In addition,
you have yet another set of odd words and
phrases with which to stump your col
leagues.

Kevin W. Taylor, CPA has over 20 years
accounting and business management
experience, primarily in the nonprofit sec
tor. A lifelong Kansan, Taylor graduated
from Pittsburg State University, Pittsburg,
Kan., and currently resides in Lenexa,
Kan. He has published articles in the
Journal of Accountancy and regional
industry magazines. Taylor also con
tributes articles on a variety of tax and
financial planning topics for a nationwide
newsletter publisher.

Write CPA Letter Articles,

Receive CPE Credit
The CPA Letter Business and Industry
supplement encourages readers to share
information and experiences through
bylined articles on subjects of interest to
your fellow practitioners. Moreover, if
the topic fits our editorial calendar and
your article is featured, you may claim
continuing professional education cred
its for the time you spent preparing the
article (in accordance with the Joint
AICPA/NASBA
Statement
on
Standards for Continuing Professional
Education, revised as of Jan. 1, 2002).
The first step is to submit article topics
for approval to:

pgreen@aicpa.org
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Emerging Companies and Boards
of Directors: What Works Best?
The article carrying this title from PwC’s CFO Direct is the first of
four on post-Sarbanes-Oxley corporate governance being featured
in Business Finance Magazine. A key thesis of the article is that
independent board members are critical to the success
of a company, even those that are small and run by
entrepreneurs with the help of family and friends.
Also, the need for good governance for emerging busi
nesses is equal to that of large public companies.
www.cfodirect.com/cfopublic.nsf?opendatabase&content=http://www.cfodirect.com/cfopublic.nsf/0/
BCDF372D7C95649185256F9D0014A24A?open&
Highlight=0,emerging%20companies
The article identifies principles of good governance regardless
of company size, the art of selection, and alternatives to traditional
approaches that may be suitable for emerging companies, in partic
ular the use of an advisory board or adopting a two-board structure.
Situations that might dictate alternative solutions identified in the
article include:
• The founder not being ready to bring outsiders onto the board
of a family owned business.
• Situations where a trusted adviser may be too busy to offer the
level of commitment that board service requires.

AICPA
Business relationships where the person sought for board ser
vice could be considered an insider and the company needs
outside, independent directors.
Additional Board Responsibilities for Compliance & Ethics

SmartPros.com reported recently on an amendment to the
Federal Organizational Sentencing Guidelines of 2004 that could
adversely impact the ability of many companies and
not-for-profit organizations to attract board mem
bers. A key provision of the amendment results in a
switch from staff supervisors to board members of
the responsibility for overseeing adherence to com
pliance and ethics programs.
The amendment notes that boards of directors must “be
knowledgeable about the content and operation of the compli
ance and ethics program and shall exercise reasonable oversight
with respect to the implementation and effectiveness of the com
pliance and ethics program.” In addition, board members must
review reports (annually, at a minimum) from those individuals
responsible for the program on a day-to-day basis.
Finally, board members are required to have ongoing train
ing on ethics and compliance—with required periodic updates.
For more details click on the following link to Ethics
Oversight:

publications

Directors Want to
Spend Less Time on
Compliance and
Compensation
Not surprisingly, a McKinsey survey of
directors worldwide indicates that directors
would prefer to spend less time on auditing,
compliance and compensation and more
time on talent/skill and management devel
opment issues and on strategy and risk. In
this latter area, 75% of directors indicated
that they would want to spend more time on
strategy and risk. The need for boards to
have a balance between the compliance
side of governance and the “performance”
side of governance is recognized and rec

accounting.smartpros.com/x4719O.xml

ommended in a book published by the
Professional Accountants in Business
Committee of IFAC. The book, titled
Enterprise Governance, is available for free
download at:
www.ifac.org/Store/Details.tmpl?
SID=10770463423295840&Cart=
11127245301901113
While it may not be surprising that
directors want to spend less time on audit
ing and compliance, the reasons for want
ing to spend more time on strategy and risk
may well be one of the drivers identified by
the survey as a lack of confidence in man
agement. Only 8% of the directors feel that
management fully understands the key ini
tiatives required by strategies for the future,
while 38% say that it has, at most, a limited
understanding.

Social Responsibility Linked to Superior Financial
Performance
An article referenced in BusinessFinanceMag.com featured a
meta-study by researchers at the University of Sydney, Australia,
and the University of Iowa linking corporate social responsibility
(CSR) and financial performance. The study spanned 30 years of
research by various researchers using varying definitions of
social responsibility in a wide range of industries etc.
Two theories of why CSR is correlated to superior financial

Possibly of greater concern, more than
a quarter of the directors have, at best, a
limited understanding of the current strat
egy of their companies. A similar gap
emerged on the question of risk. Only 11%
of the directors claim to have a complete
understanding of the risks their companies
currently bear, while 23% have a limited
understanding or none. Likewise, more than
half of the directors admit that they have no
way of tracking changes in risks over time,
leaving boards as vulnerable to unforeseen
shifts.
To access the full article which
requires free registration, click on the fol
lowing link to the McKinsey Survey.
https://www.mckmseyquarterly.com/
register.aspx?ArtID=1584

performance are proffered by the researchers. One theory is that
CSR is an indicator of cutting-edge managers at work. The other
is that financially successful companies can afford higher levels
of CSR. The study supported both theories suggesting a “virtu
ous cycle,” one feeding the other.
Click on the following link to read the entire article on
Business Ethics online.
www.business-ethics.com/current_issue/winter_2005_holy_
grail_article.html

